BEFORE THE STATE TAX APPEAL BOARD

OF THE STATE OF MONTANA

M CHAEL AND ELI ZABETH SM TH, DOCKET NO.: PT-1997-36
Appel | ant s,
- VS_

THE DEPARTMENT OF REVENUE
OF THE STATE OF MONTANA,

FI NDI NGS OF FACT,
CONCLUSI ONS OF LAW
ORDER and OPPORTUNI TY

Respondent . FOR JUDI CI AL REVI EW

The above-entitled appeal was heard on the 4th day of
August, 1998 in Thonpson Falls, Mntana in accordance with an
order of the State Tax Appeal Board of the State of Mntana
(the Board). The notice of the hearing was given as required
by | aw.

The taxpayers, Elizabeth and Mchael Smth, presented
testinmony in support of their appeal. The Departnent of
Revenue (DOR), represented by appraisers Diane HIIl and WIIliam
Hai nes, presented testinony in opposition to the appeal.
Testi nony was presented, exhibits were received, and the Board
then took the appeal under advi senent.

The Board, having fully considered the testinony,
exhibits, and all things and matters presented to it by al
parties, finds and concl udes as foll ows:

FI NDI NGS OF FACT

1. Due, proper, and sufficient notice was given of



this matter and of the tinme and place of the hearing. Al
parties were afforded the opportunity to present evidence, oral
and docunentary.

2. The taxpayers are the owners of the property
which is the subject of this appeal and which is described as:
Block C, WL/2 Lots 9-15 PL 9A, Prongua
Addi tion, Section 4, Township 21 North
Range 24 West, Hot Springs, Sanders
Count vy, State of Montana, Land and

| nprovenents thereon. (DOR | D# 25343)

3. The DOR appraised the subject property for the
1997 tax year at a value of $8,625 for the |and and $57, 820 for
t he i nprovenents

4. On Septenber 20, 1996, the taxpayers appeal ed to
t he Sanders County Tax Appeal Board, stating:

A new honme two bl ocks away is val ued the sane
as ours. The hone cost (5) five tinmes nore for
nost of the construction. The house has 2-1/2
baths, 2 kitchens and twice as nmuch room W
have 1 bath, 1 kitchen, and half and the space.

6. In its Decenber 4, 1997 decision, the county
board di sapproved the appeal stating:

To be adjusted according to DOR  Letter dated
11- 18- 97 changi ng the base val ue of property.

7. The taxpayers appeal ed the county board deci si on
to this Board on June 25, 1997, stating:

There are a nunber of properties in Hot Springs
that cost 2 to 3 times as nuch as ours to
build. At least two of these homes have full
basenents and are at |east $30,000 in val ue
hi gher then ours. W pay nore than nost and we
are only at 85%conpletion. W paid | ess than
$30,000 to build our house and gar age.
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TAXPAYERS- CONTENTI ONS

The taxpayers submtted information reflecting
conparisons they had nade of their house with two ot her houses.
The taxpayers testified the houses selected were not
conparable to theirs but rather were chosen to illustrate the
inequity of the value placed upon their property. The
t axpayers stated the construction nmaterials used to build their
house were | ess expensive than materials used in the two houses
selected which were of better quality and |larger size. The
val ue of one house was |ess than and the other was the sane as
t he taxpayers:= property.

The taxpayers testified their house is not conplete,
wth closets, doors, and trim yet to be finished. The
taxpayers testified their house is in clay--At noves@--and used
their local post office as an exanple of the expense involved
when a structure has to be stabilized when constructed on | and
of simlar conposition. Because of the soil conposition, they

testified they were unable to construct a house with a
basenent. Such a location, they contend, negatively inpacts
t he val ue of their house.

The taxpayers testified that in 1991 they purchased

the lot plus a trailer and shed on the property for $15, 000.
One year later they built a garage and in 1994 began

construction of the house. I n August of 1995 they sold the
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trailer to a friend for $7,000 and stated that was likely a
price lower than they m ght have received in the market place.

The taxpayers testified their total costs have
approxi mat ed $30, 000. They have contracted sonme of the | abor
and construction but have done nost of the work thenselves.
The taxpayers stated they agree with the DOR that the
conpletion factor of 85%is fair. They requested a total val ue
of $42, 445, including the |and.

DEPARTMENT OF REVENUE' S CONTENTI ONS

The DOR submtted photographs of the subject property
that showed the house and the garage. (DOR Ex A) The DOR
testified the house had been determ ned to be a G ade 4, on a
scale of 1 to 9, with a 5 being an average house in Mntana.

A Gade 4 is designated by the DOR to be a Arair Quality
Resi dencel; and a Gade 4 is illustrated in DOR Exhibit B and
a description of this grade is contained in Exhibit C (pages
42-8 and 42-9 of the departnent:s Montana Appraisal Manual).

The grade of the subject property was adjusted froma G ade 5
foll ow ng an AB-26 property review. An 85% conpletion factor
was appli ed.

The subject property was valued using the cost
approach, with a grade adjustnent, depreciation of 3% and a
conpl etion percentage of 85% (DOR Ex G To the repl acenent

cost new | ess depreciation cal culation, an econom ¢ condition



factor of 108% was appli ed.

The DOR placed a condition, desirability, utility
(CbU) factor of average on the property. The DOR testified
that utility of the house due to |lack of closets, etc. m ght
not be average nor the condition m ght not be average due to
sone noisture danmage; however, normally, the CDU is not
adjusted wuntil construction has been conpleted. The DOR
testified the depreciation that would be applied as a result of
a |l ower CDU has been incorported in the percentage conpl ete of
85% and the | ower grade.

DI SCUSSI ON
In the calculation of a value for the subject
property, the DOR determned the replacenent cost of the
i nprovenents, then judged the inprovenents were 85% conplete
and 97% good (3% depreciation). To that result, an economc
condition factor (ECF) of 108% was appli ed.
The ECF is a market adjustnent factor. The
I nternational Association of Assessing Oficers (1AAO states:
Mar ket adjustnment factors are often required to
adj ust val ues obtained fromthe cost approach to the
mar ket. These adj ustnments shoul d be applied by type
of property and area based on sales ratio studies or
ot her market anal yses. Accurate cost schedul es,
condition ratings, and depreciation schedules wll
mnimze the need for market adjustnent factors.

(IAAQ, 1990, Property Appraisal and Assessnent
Adm ni stration, pages 311-312)(Enphasi s applied)

Land values are not considered, because the factor is only
applied to inprovenents val ued by the cost approach.

An ECF for a neighborhood is derived from sal es; but

there was no evidence or testinony fromthe DOR to indicate

the ECF applied was devel oped from sal es of properties of the



sane type, that is, properties not considered to be 100%
conplete. It follows, therefore, that the ECF ought to be
renoved.

The Board finds that the rest of the evidence
presented by the DOR supported val ues determ ned.

For the foregoing reasons, the Board finds the
deci sion of the Sanders County Tax Appeal Board is affirned in
part and nodified in part.

CONCLUSI ONS OF LAW

1. The State Tax Appeal Board has jurisdiction over
this matter. '15-2-302 MCA

2. '15-8-111, MCA. Assessment -- market value standard --
exceptions. (1) All taxable property must be assessed at 100% of its market value except as

otherwise provided.

3. It is true, as a general rule, that the appraisal
of the Departnent of Revenue appraisal is presuned to be
correct and that the taxpayer nust overcone this presunption.
The Departnent of Revenue should, however, bear a certain
burden of providing docunented evi dence to support it assessed

values. (Western Airlines, Inc., v. Catherine M chunovich et

al ., 149 Nont. 347, 428 P.2d 3, (1967).
\\
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ORDER

| T IS THEREFORE ORDERED by the State Tax Appeal Board
of the State of Montana that the subject property shall be
entered on the tax rolls of Sanders County by the assessor of
that county at the 1997 tax year val ue of $8,625 for the | and
and at an anount for the inprovenents calculated using a
conpl etion factor of 85% and renoval of the econom c condition
factor of 108%

Dated this 28th day of Septenber, 1998.

BY ORDER OF THE
STATE TAX APPEAL BQOARD

PATRI CK E. MKELVEY, Chairman

( SEAL)

GREGORY A. THORNQUI ST, Menber

LI NDA L. VAUGHEY, Menber

NOTICE: You are entitled to judicial review of this Oder in
accordance with Section 15-2-303(2), MCA. Judicial review may
be obtained by filing a petition in district court wthin 60
days followi ng the service of this Oder.



